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This report contains the results of an extensive study into State and local tax 
revenue potentials for the 15 Southern Regional Education Board (SREB) States. It 
identifies both the degree of current use and the potential for increased use of (1) 
general and selective sales and gross receipts taxes. (2) death and gift taxes. (3) 
property taxes. (4) individual and corporation income taxes. (5) motor fuel taxes. (6) 
severance taxes, and (7) license and other miscellaneous taxes, on a State by State 
basis. Interstate comparisons of the amount of tax capacity and the degree of tax 
effort are accompanied by a discussion of considerations and limitations inherent in 
such comparisons. A bibliography of major tax studies in other States and regions is 
appended. (DE) 
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FOREWORD 



This report is one of a series of studies in the field of tax revenue potentials. 
An initial endeavor by James W. Martin and Kenneth E. Quindry was under- 
taken in 1959 as a brief round-up of information for use by the Southern 
Regional Education Board in the promotion of support for higher education 
in the SREB states. The resulting report proved such a well-developed analysis 
that it was published as the first of the SREB research monographs on prob- 
lems relating to higher education. Its systematic approach to the evaluation 
of tax programs in the respective states attracted widespread attention and led 
to similar studies based on more recent data, one by Dr. Quindry in 1962 for 
SREB, and one by Dr. Martin in 1964 for the National Education Association. 

This updated inquiry into the under-utilization of state revenue potentials 
should be of interest to the Southern states in light of the fast rising require- 
ments for higher educational support and particularly in view of a recent report 
by the Advisory Commission on Intergovernmental Relations showing that 
13 of the 15 SREB states apparently declined in degree of tax effort over the 
past decade. 



Winfred L. Godwin, Director 
Southern Regional Education Board 
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INTRODUCTION 



This report is an effort to determine the extent to which opportunities exist for 
raising additional state-local tax revenue in the individual states. The search 
for additional revenue springs from the fact that expenditures for state-local 
functions (especially education and welfare) tend to increase faster than tax 
revenues, thus creating a revenue “gap.” The income elasticity 1 of state-local 
tax systems is relatively low while the elasticity of expenditures is relatively 
high. Income elasticity varies from about .8 in states depending heavily on 
consumption and property taxes to 1 .4 in states with highly progressive income 
taxes. Only about one-fifth of the 50 states have tax systems with revenue auto- 
matically increasing faster than Gross National Product. 

In the sections which follow, the reality of rising state and local financial 
needs is assumed, and an effort is made to determine feasible ways of obtaining 
additional amounts of tax revenue to finance correspondingly higher expendi- 
ture levels. 

Certain types of taxes used successfully in some states are not used, or are 
not used fully, in other states. For example, at the beginning of 1969 there 
were 44 states with general sales taxes, 35 with broad-based personal income 
taxes and only 30 using both (see Figures A and B). Even among states using 
an identical tax source, there is wide variation in productivity. It should be 
possible for some states to increase total tax revenue by tapping comparatively 
neglected sources of revenue. 

The extent to which it is feasible to secure additional revenue depends both 
upon the state-local tax capacity and upon the comparative tax effort. Resi- 
dents are paying more taxes relative to their capacity in some states than in 
others. However, the overall tax burden must be considered, and taxpayers 
contributing inordinately high amounts in one form (e.g., personal income or 
sales taxes) may not have the capacity to pay taxes of another type. 

The capacity of the citizens of a state to contribute to government support is 
determined by many factors included under total economic resources and by 
alternate demands made upon those resources. Thus we might equate tax 
capacity with resources available and tax effort with the extent to which the 
capacity is put to use. 

A number of such measuring devices have been employed for interstate 
comparisons of capacity and effort. The most commonly used one (and the 

1 The degree of automatic responsiveness of tax yields to changes in Gross National Product 
is called income elasticity. If an increase of one percent in GNP is accompanied by a one 
percent change in tax yields, the fax system is said to have an income elasticity of one. 
Taxes are termed elastic if they grow relatively faster than GNP (elasticity is greater than 
one) and inelastic if they grow more slowly than GNP (elasticity is less than one). 
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SOURCE: Advisory Commission on Intergovernmental Relations, State and Local Taxes Significant Features, 1868, Report M-37, January 1968, p. ii. 



most adequate simple measure) is the personal income in each state. The argu- 
ment is that taxes are ultimately paid from personal income. This being true, 
then tax capacity can be measured by the level of personal income, and tax 
effort by the relative amounts of that income which is contributed to state and 
local governments. Interstate comparisons are readily made with these data. 

This report is an updating of a 1961 study, Revenue Potentials of the States, 
by Dr. James W. Martin for the National Education Association. 8 The up- 
dating is based upon the annual survey of state and local government finances 
for 1967 compiled by the Governments Division, U. S. Department of Com- 
merce, Bureau of the Census. The 50-state total of individual local taxes, not 
reported by state, was allocated and included in state collections when possible. 

In developing interstate comparisons, the Bureau’s classification of taxes is 
accepted, and the several major tax sources are examined individually. The 
basic statistical attack rests on the assumptions that the average effort to 
collect a particular tax is reasonable and that any state should be able to make 
such an effort if it chooses to do so. That is, a state which now leans relatively 
heavily on a particular tax source should be able to tap, at an average level, 
other tax sources now relatively unutilized. 

The same types of tax bases are not uniformly available in all the 50 states. 
While personal income is a reasonably common measuring stick of effort for 
several major taxes, it is not a completely realistic yardstick in all cases. For 
example, some states with extensive extractive industries can use severance 
taxes profitably. New York with its concentration of securities markets can 
impose a productive levy on stock transfers. Minerals, forest and fishery pro- 
ducts severed (for severance taxes) and motor vehicles registered (for motor fuel 
taxes and license fees) are logical measures of the respective tax bases. 

In the following statistical comparisons, totals combining state and local 
taxes are used. Interstate comparisons are more meaningful when they are 
based on these combined taxes because of state-to-state variations in the 
division of labor between the state government and its political subdivisions. 

As in many economic analyses, there is interest in comparisons by larger 
geographical area as well as by state in order to evaluate performance. Thus 
two bases for comparison are utilized in this presentation: by state and by 
region. The basic regions are those defined by the Census of Population, with 
exceptions. The South Atlantic (excepting Delaware), the East South Central, 
and the West South Central regions make up the SREB states; therefore they 
are combined into one region. Delaware is added to the Middle Atlantic group. 

Legal, political and social institutional factors are assumed away in this 
study. The variations in state-local tax structures are the result of each stat 



“James W. Martin, Revenue Potentials of the States (Washington: National Education 
Association, 1964). 



accommodation to these factors. Variations in these factors ultimately pro* 
duce a tax structure unique to each state. 

Nevertheless, the 50 states generally use many of the same kinds of taxes. • 
But they use them in different combinations with numerous variations in 
detailed provisions. Variations in tax administration introduce additional 
differences. 

Each state’s potential additional revenue is computed as of 1967 and com* 
pared with amounts computed by Dr. Martin for 1961. However, state legis- 
latures in 1967 and 1968 enacted tax increases estimated to raise an additional 
3.8 billion dollars. These tax increases approved in 1967 and 1968 are reviewed 
in the next section. 



TAX MEASURES PASSED IN 1967 AND 1968 



Legislatures meeting in 1967 and 1968 found almost every major tax source a 
candidate for increases. The enactment of new sales taxes in Minnesota and 
Nebraska left only six states without a general sales and use tax. New personal 
income taxes in Michigan and Nebraska left 15 states without a broad-based 
personal income tax. Thirty states now have both sales and personal income 
taxes. Other new major tax impositions were corporation income taxes in 
Michigan, Nebraska and West Virginia. While imposing new taxes on personal 
and corporate income, Michigan repealed its business activities tax. 

In addition to the seven new taxes added in 1967, the 1967 and 1968 years 
witnessed nine rate increases (six in 1967 and three in 1968) in personal income 
taxes, 15 (nine in 1967 and six in 1968) in corporation income taxes, 18(11 in 
1967 and seven in 1968) in general sales and use taxes, 25 (1 1 in 1967 and 14 in 
1968) in cigarette taxes, and 18 (nine in each year) in motor fuel taxes. 3 

Ohio and Texas authorized local governments to levy general sales taxes in 
1967 as supplements to the state levy. In Colorado the authority was extended 

3 The States increasing tax rates were as follows: personal income taxes — Arizona, Cali- 
fornia, Iowa, Maryland, Massachusetts, and Montana in 1967, and Mississippi, New York, 
and New Jersey in 1968; corporation income taxes — Arizona, California, Iowa, Maryland, 
Massachusetts, Minnesota, Montana, Pennsylvania, and Tennessee in 1967, and Arizona, 
Maryland, Mississippi, New Jersey, New York, and Rhode Island in 1968; general sales 
taxes — California, Illinois, Iowa, Maine, Nevada, North Dakota, Ohio, Pennsylvania, 
Rhode Island, Washington, and Wyoming in 1967, and Florida, Iowa, Kentucky, Maine. 
Mississippi, Texas, and Virginia in 1968; cigarette taxes — Alabama, Arizona, California, 
Illinois, Iowa, Maine, New Hampshire, Ohio, Pennsylvania, Tennessee, and Wyoming in 
1967, and Alabama, Arizona, California, Florida, Illinois, Iowa, Maine, New Jersey, New 
Mexico, New York, Ohio, Oklahoma, Rhode Island, and West Virginia in 1968; and motor 
fuel taxes — Idaho, Illinois, Michigan, Minnesota, Montana, New Mexico, Oregon, Wash- 



to additional municipalities and to counties. Wyoming repealed its one-half 
percent local option while raising the state levy. Local general sales taxes are 
now permitted in 18 states, 4 and in nine they are required to be administered 
by the state. In four states administration is optional. Over 3,000 localities now 
levy general sales taxes. These states are led by Illinois with over 1,300 levying 
localities, followed by California, Alabama, Mississippi, Utah and Virginia. 

Well over 3,000 localities levy income or payroll taxes, the great majority of 
them in Pennsylvania. Four other states (Kentucky, Maryland, Michigan and 
Ohio) and major cities in still other states make significant use of local income 
taxes. 

On the minus side of the ledger, several states raised personal exemptions 
and provided income tax credits, tax relief or refunds as a means of relieving 
the regressive sting of consumer or property taxes. Some narrowing of tax 
bases may be justifiable for tax equity purposes, but all states must be on guard 
against the proliferation of exemptions that cannot be justified on economic or 
social grounds. 



SOURCES OF POTENTIAL NEW REVENUE 



In the search for new revenue, state and localities can look to three possibilities: 

1. New taxes. As mentioned earlier, 15 states are without a broad-based 
personal income tax, nine without a corporate income tax, and six without a 
general sales and use tax. As stated by the Advisory Commission on Inter- 
governmental Relations (ACIR), “The ever-growing demands for additional 
revenue to provide the new and expanding public services at the state and local 
government levels make it abundantly clear that states need to make effective 
use of both consumer and income taxes.” 6 



North Carolina has no cigarette or tobacco tax; Nevada has no death or 
gift tax; and 14 states 6 have failed so far to enact a documentary tax after the 



ington, and Wyoming in 1967, and Alaska, Idaho, Illinois, Michigan, New Jersey, New 
York Oregon, Rhode Island, and Vermont in 1968. Rates and rate schedules are avaialble 
in Commerce Clearing House, State Tax Guide, All States. Advisory Commission on Inter- 
governmental Relations, State and Local Taxes, Significant Features, 1968, Report M-37 
(Washington, D. C.: Government Printing Office, 1968), pp. 1-5; Tax Review (New York. 
Tax Foundation, Inc., September, 1968), pp. 37-40; and State Tax Review 1967 No 
Mini-Tax But Many Taxes, Vol. 29, No. 2 (Chicago: Commerce Clearing House, January 
9, 1968), pp. 1 and 2. ....... ... • 

« Alabama, Alaska, Arizona, Arkansas, Califprnia, Colorado, Illinois, Louisiana, Missis- 
sippi, Nevada, New Mexico, New York, Ohio, Oklahoma, Tennessee, Texas, Utah and 
Virginia. 



